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Five-year Highlights 





13.31 EMPLOYEES 

11 . 3 * WAGES AND SALARIES 
2.0 * EMPLOYEE BENEFITS, 

PENSION AND SOCIAL 
SECURITY 

5.3^ OPERATING 
EXPENSES 

1 . 0 * UTILITIES 
0 . 8 * STORE WRAPPING 
SUPPLIES 

2 . 6 * RENT, DEPRECIATION, 
AMORTIZATION AND 
INSURANCE 

0 . 9 * ALL OTHER EXPENSES 

1.2* TAXES 

FEDERAL, STATE AND LOCAL 

1.01 NET PROFIT 



























































































To Our Stockholders 


Sales climbed to an all-time high while 
earnings approached record levels in 1974—a 
year in which the company was confronted with 
some of the most difficult challenges and trying 
conditions in its 74-year history. 

Sales for the year were $934,171,582, an 
increase of $106,957,981 over the previous high of 
$827,213,601, achieved in 1973. 

Net earnings for 1974 were $9,672,034, 
equal to $2.52 per share of common stock, after 
changing to a different method of valuing 
inventories, which reduced earnings per share by 
$1.14. Earnings in 1973 were $11,114,415, 
equal to $2.57 per share of common stock. 

During the fourth quarter of 1974, the company 
adopted the “last-in, first-out” (LIFO) method 
of determining the cost of warehouse and 
retail store inventories of grocery, produce and meat 
products. In the opinion of management, 
adopting this method achieves a more effective 
matching of current costs with current revenues 
in a period of rapidly rising prices. 

The 1974 earnings per share were based 
on an average of 3,823,501 shares of common stock 
outstanding, compared to an average of 
4,308,533 shares outstanding during 1973. 

The quarterly dividend on common stock was 
increased in November, 1974, to 31 Va cents per 
share, which is equivalent to $1.25 per share on 
an annual basis. The higher quarterly dividend 
compares to the previous 21 Vi cents per share, or 
$1.10 annually. 

Viewing all aspects of 1974, particularly the 
multitude of uncertainties in the economic climate, 


this past year must be considered as one of 
remarkable accomplishment for Colonial in the 
face of heavy odds against the retail food industry 
as a whole. It was a year in which the company met 
and overcame a series of severe challenges in a 
fashion which is gratifying for the present and 
encouraging for the future. 

The increased sales of 1974 continued the 
upward trend of previous years, but the gains also 
reflected the effects of accelerating inflation. 
Colonial's earnings on the sales dollar, in spite of 
margins which were razor thin in some categories 
and the effect of the change to LIFO, were highly 
encouraging, which can be attributed in large part 
to the continued improvement of operating 
efficiency and aggressive merchandising tactics. 

It was a year in which Colonial was presented 
numerous opportunities to demonstrate its 
capacity for adjusting effectively and efficiently 
to the demands of changing economic conditions. 

Colonial withdrew from the Ohio and Kentucky 
markets during the third quarter of 1974, with the 
suspension of operations of the Midwest Division. 
After thorough consideration, the judgment was 
made that the capital in the Midwest operations 
could be utilized more efficiently in the company’s 
primary operating area. Agreements were entered 
into for the disposition of stores; the distribution 
warehouse in Columbus, Ohio; the bakery operation; 
the Midwest transportation fleet; and other real 
estate, equipment, inventories and support facilities. 

Sales and earnings performances since suspension 
of Midwest operations continue to bear out the 
opinion of management that the divestiture would 
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have no negative effect on operations, beyond the 
initial impact on sales volume. 

The phenomenal rise in construction costs, 
coupled with even higher land costs and the cost 
of money, have been major factors influencing a 
change in emphasis in the company’s expansion 
program. The price tag of building, as well as 
equipping the typical new store, in many instances 
has become prohibitive. 

Colonial will continue to pursue an aggressive 
program of development. However, there will be 
increased emphasis on the renovation and 
remodelling of existing facilities until economic 
conditions seem more favorable for a renewal of 
activity on new store projects. With 29 new stores 
opened during 1974, the company ended the year 
with 384 stores in operation, and 22 new stores are 
projected for opening in 1975. 

The company continued leading the way in 
improving customer convenience, with the 
introduction of uniform meat identity standards; 
open dating of all cuts of fresh meat; and redesigned 
and improved packaging for the entire line of 
Our Pride bakery goods, to include nutritional 
information on all company-produced bread, buns 
and rolls. These innovations helped stimulate 
sales volume by meeting the needs and preferences 
of our customers. 

I’m pleased to announce that your Board of 
Directors on January 22, 1975, elected Frank N. 
James President of Colonial Stores Incorporated, 


culminating a quest of many months for the 
person qualified by experience and background 
to assume this important role with the 
company. I will continue to serve as Chairman of 
the Board of Directors and Chief Executive Officer. 

Your company was most fortunate in 
securing a man of Mr. James’ capabilities. He 
has had an outstanding career of 27 years in the 
retail food chain business, all with the same 
company, and his experience encompasses all phases 
of division and corporate operations. 

In this highly competitive industry, it is the 
company with the most efficient management team 
which can overcome the obstacles of inflation, 
recession or worse, and steadily move ahead. 
Colonial has such a team, and I am confident we will 
meet the challenges of 1975 vigorously and 
successfully. 


AA^tuJb Qty cJU 

Chairman of the Board 
and Chief Executive Officer 

January 30, 1975 






Consolidated Statements of Earnings 

Years ended December 28, 1974 and December 29, 1973 


1974 1973 

(amounts in thousands) 


Sales and operating revenues. 

$934,172 

827,214 

Cost of sales (note 1). 

Operating and administrative expenses. 

739,919 

177,070 

916,989 

647,684 

160,984 

808,668 

Operating profit. 

Other income (net)—interest and sundry items (note 7). 

17,183 

1,581 

18,764 

18,546 

2,398 

20,944 

Interest expense on long-term debt (note 2). 

1,992 

1,580 

Earnings before Federal income taxes. 

16,772 

19,364 

Federal income taxes (note 4). 

7,100 

8,250 

Net earnings (note 1). 

$ 9,672 

11,114 

Per share of common stock, based on 3,823,501 shares 

outstanding (1973, 4.308,533 shares) (notes 1 and 3). 

$2.52 

2.57 


See accompanying summary of significant accounting 
policies and notes to consolidated financial statements. 



































Consolidated Balance Sheets 

December 28, 1974 and December 29, 1973 


ASSETS 



1974 

1973* 

Current assets: 

(amounts in thousands) 



Cash. 

$ 7,929 

6,884 

Short-term investments, principally U. S. Government 
obligations and time deposits, at cost 



(approximates market). 

22,418 

27,557 

Receivables. 

5,865 

5,086 

Inventories (note 1). 

53,351 

61,428 

Prepaid expenses. 

785 

1,380 

Total current assets 

90,348 

102,335 

Investments and other assets: 



Investments in preferred stocks, at cost. 

3,910 

3,710 

Other assets. 

657 

384 

Total investments and other assets 

4,567 

4,094 

Property and equipment, at cost (note 2): 



Land. 

4,213 

4,467 

Buildings and improvements. 

12,997 

12,027 

Fixtures and equipment. 

79,507 

80,015 

Transportation equipment. 

11,175 

11,067 

Improvements to leased premises. 

9,493 

10,922 

Construction in progress. 

1,493 

988 


118,878 

119,486 

Less accumulated depreciation. 

52,182 

54,651 

Net property and equipment. 

66,696 

64,835 


$161,611 

171,264 


^Certain amounts have been reclassified to conform with classifications 
adopted in 1974. 

See accompanying summary of significant accounting policies 
and notes to consolidated financial statements. 







































LIABILITIES & STOCKHOLDERS' EQUITY 


1974 1973 

(amounts in thousands) 


Current liabilities: 

Accounts payable (note 3) . 
Accrued expenses . . . . 
Income taxes (note 4) . . 
Total current liabilities 


Long-term debt (note 2). 

Other long-term liabilities (note 6). 

Deferred income taxes (note 4). 

Noninterest-bearing unsecured one-year promissory notes, 
renewable annually at company option (note 2) ... . 


Stockholders’ equity (notes 2, 3, and 5): 

4% cumulative preferred stock of $50 par value 
per share. Authorized and issued 21,134 shares . . . 
Common stock of $2.50 par value per share. 

Authorized 8,000,000 shares; issued 4.376,424 shares 

(1973. 4,375,224 shares). 

Capital in excess of par value of capital stock .... 
Retained earnings. 


Less common stock held in treasury, 559,469 shares 

(1973, 549,520 shares), at cost. 

Total stockholders’ equity. 


$ 25,583 
11,494 

_841 

37,918 


24,895 

6,047 

4,189 

2,286 


1,057 


10,941 

1,355 

83,656 

97,009 


10,733 

86,276 


$161,611 


38,281 

13,208 

2,426 

53,915 


24,913 

4,925 

4,066 

2,286 


1,057 


10,938 

1,339 

78,375 

91,709 


10,550 

81,159 


171,264 


Commitments (note 7) 































Consolidated Statements of Stockholders" Equity 

Years ended December 28, 1974 and December 29, 1973 


1974 |973 

(amounts in thousands) 


Preferred stock (no change) (note 3) . 

$ 1,057 

1,057 

Common stock (notes 3 and 5): 

Beginning of year. 

10,938 

10,926 

Issued under stock option plans, 1,200 shares 

(1973. 4.925 shares). 

3 

12 

End of year. 

10,941 

10,938 

Capital in excess of par value of capital stock 
(notes 3 and 5): 

Beginning of year. 

1,339 

1,259 

Amounts related to common stock issued under stock 
option plans and treasury shares issued to 

employees under incentive bonus plan. 

16 

80 

End of year. 

1,355 

1,339 

Retained earnings (notes 2 and 3): 

Beginning of year. 

78,375 

71,803 

Net earnings. 

9,672 

11,114 

Dividends paid: 

4% cumulative preferred stock—$2.00 per share. 

(42) 

(42) 

Common stock—$1.14 per share (1973, $1.04 per share). 

(4,349) 

(4.500) 

End of year. 

83,656 

78,375 

Cost of common treasury shares (note 3): 

Beginning of year. 

(10,550) 

(746) 

Issued to employees under incentive bonus plan 

2,551 shares (1973, 1,236 shares). 

49 

21 

Reacquired, 12,500 shares (1973, 507,409 shares). 

(232) 

(9,825) 

End of year. 

(10,733) 

(10,550) 

Total stockholders’ equity 

$86,276 

81,159 


See accompanying summary of significant accounting policies 
and notes to consolidated financial statements. 












































Consolidated Statements of Changes in Financial Position 

Years ended December 28, 1974 and December 29, 1973 


1974 1973* 

(amounts in thousands) 


Funds provided: 



Net earnings. 

$ 9,672 

11,114 

Charges (credits) not affecting working capital: 



Depreciation and amortization. 

9,652 

9,028 

Deferred income taxes. 

141 

36 

Loss (gain) on sales and abandonments of property and equipment . . 

283 

(307) 

Provision for deferred pension expenses. 

50 

450 

Book value of donated property. 

430 

— 

Other, net. 

23 

39 

Total provided by operations. 

20,251 

20,360 

Proceeds from long-term debt. 

— 

4,000 

Proceeds from sale of property and equipment. 

5,629 

2,454 

Increase in other long-term liabilities. 

1,072 

749 

Increase in deferred income taxes resulting principally 



from adoption of A.D.R. depreciation for prior years. 

— 

730 

Other, net. 

32 

35 

Decrease in working capital. 

$26,984 

2,161 

30,489 

Funds used: 



Additions to property and equipment. 

$17,855 

15,437 

Purchase of common stock held in treasury. 

232 

9,825 

Dividend payments. 

4,391 

4,542 

Increase in investments in preferred stocks. 

200 

685 

Increase in other long-term assets. 

296 

_ 

Increase in working capital. 

4,010 

$26,984 

30,489 

Increases (decreases) in working capital: 



Cash. 

$ 1,045 

3,981 

Short-term investments. 

(5,139) 

3,258 

Receivables. 

779 

508 

Inventories. 

(8,077) 

8,631 

Prepaid expenses. 

(595) 

410 

Accounts payable. 

12,698 

(14,290) 

Accrued expenses. 

1,714 

(2,589) 

Income taxes. 

1,585 

(2,070) 

Increase (decrease) in working capital. 

$ 4,010 

(2,161) 


*Certain amounts have been reclassified to conform with classifications 
adopted in 1974. 


See accompanying summary of significant accounting policies 
and notes to consolidated financial statements. 






















































Summary of Significant Accounting Policies an 


SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


The accounting policies set forth below are presented to assist the reader in understanding the accompanying consoli¬ 
dated financial statements. 


FISCAL YEAR 

The fiscal year of the Company and its subsidiaries ends on the Saturday nearest to December 31. Normally, each 
fiscal year consists of 52 weeks, but every five or six years, the fiscal year consists of 53 weeks. 


BASIS OF CONSOLIDATION 

The accompanying consolidated financial statements include the accounts of Colonial Stores Incorporated and subsidiaries, 
all of which are wholly owned. Intercompany balance sheet accounts and all significant profit or loss on intercompany 
transactions have been eliminated in consolidation. 


INVENTORIES 

Effective with the year ended December 28, 1974, the last-in, first-out (LIFO) method was adopted for determining the 
cost of warehouse and retail store inventories of grocery, meat and produce products. In previous years inventories of 
grocery, meat and produce products in warehouses, and meat and produce departments at retail stores were stated at 
the lower of cost (first-in, first-out) or market and retail store grocery inventories were calculated on the basis of the 
retail method. All other inventories are stated at the lower of cost (FIFO) or market. 


DEPRECIATION 

The straight-line method is utilized for computing depreciation for accounting purposes, whereas for income tax pur¬ 
poses, accelerated methods are used for certain assets. 

The annual rates used in computing depreciation on the principal property and equipment classifications are as 
follows: buildings and improvements— 2Vi% to 12'/2%; fixtures and equipment—6%% to 33'/3%; transportation 
equipment—10% to 33 1 / 3 %. Improvements to leased premises are amortized on the straight-line method, principally 
over the current term of the lease or the useful life of the improvement, whichever is appropriate in the circumstances. 


INCOME TAXES 

Income taxes are provided for all transactions in the year in which they enter into the determination of income, re¬ 
gardless of when they are recognized for tax purposes. Accordingly, deferred income taxes arise from these timing 
differences. Investment tax credits are taken directly into income as a reduction in the provision for Federal income taxes 
in the year in which the related assets are placed in service. No additional income taxes will be paid on undistributed 
earnings of subsidiaries, since consolidated tax returns are filed. 


EARNINGS PER SHARE 

Earnings per share of common stock have been determined by dividing net earnings, less preferred stock dividends, by 
the weighted average number of shares of common stock outstanding, without consideration of shares contingently is¬ 
suable under terms of stock options, since the effect of their inclusion would not have a material dilutive effect. 


d Notes to Consolidated Financial Statements 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

December 28, 1974 and December 29, 1973 

(1) INVENTORIES—CHANGE IN ACCOUNTING METHOD 

Effective with the year ended December 28, 1974, the Company changed its method of determining the cost of its ware¬ 
house and retail store inventories of grocery, produce and meat products from substantially the first-in, first-out (FIFO) 
method to the last-in, first-out (LIFO) method. Such inventories represent approximately 93% and 95% of the total 
inventories at December 28, 1974 and December 29, 1973, respectively. This change in method was made since manage¬ 
ment is of the opinion that the LIFO method results in a more effective matching of current costs with current revenues 
in a period of rapidly rising prices. The effect of the change, made for both financial and income tax reporting purposes, 
was to reduce the value of inventories by approximately $8,900,000 at December 28, 1974 and to reduce net earnings 
for the year then ended by approximately $4,345,000 ($1.14 per share). 

Due to the nature of this change, it is not possible to determine the cumulative effect on retained earnings at the 
beginning of the year. Accordingly, pro forma results of operations for the prior year, had this principle been followed, 
have not been presented. 


(2) LONG-TERM DEBT 

Long-term debt at December 28, 1974 and December 29, 1973 is summarized as follows: 


1974_ 1973 

(amounts in thousands) 

8% sinking fund debentures due October 1, 1996, $800,000 redeemable 
annually, beginning in 1982, through sinking fund, and $3,800,000 in 1996 
(less unamortized discount of $62,000 in 1974; $66,000 in 1973, based 

on effective interest rate of 8.05%). $14,938 14,934 

Loans, secured by land and buildings: 

7.75%, payable, interest only through 1977, and equal quarterly 

installments from 1978 through 2002 . 6,000 6,000 

7.70%, payable in quarterly installments, including interest, of $82,000 
to December, 1978, and $98,000 to September, 1998; final payment 

December, 1998 . 3,979 4,000 

24,917 24,934 

Less current portion, included in accounts payable. 22 21 

$24,895 24,913 


Provisions of the 8% sinking fund debentures contain, in addition to other covenants, restrictions on the payment 
of cash dividends and other stock payments. At December 28, 1974, retained earnings of $25,200,000 are free of such 
restrictions. 

The noninterest-bearing notes payable in the amount of $2,286,472 and $2,286,370 at December 28, 1974 and 
December 28, 1973, respectively, consist of notes payable to Gold Bond Stamp Company of Georgia, renewable an¬ 
nually at the Company’s option, presently due in February 1976. 















(3) CAPITAL STOCK 


Preferred stock is redeemable at par value and accrued dividends, and is retired through the sinking fund at the rate of 
1,200 shares annually. Sinking fund requirements through 1977 have been met. 

In 1973, the Company purchased 507,409 shares of its common stock, principally through a tender offer, at a cost 
of $9,824,757, including expenses of the offer. Accounts payable at December 29, 1973, includes approximately 
$7,150,000 due primarily to the transfer agent for final settlement of such tender offer. 

(4) FEDERAL INCOME TAXES 

The components of Federal income tax expense for the years ended December 28, 1974 and December 29, 1973 are 


as follows: 

1974 1973 

(amounts in thousands) 

Current, net of investment credit. $6,959 8,214 

Deferred: 

Excess of accelerated depreciation charges for tax purposes. 917 720 

Excess gains for tax purposes on sales of assets resulting from use of 

accelerated depreciation. (615) (176) 

Difference in liability provided and payments made relating to 

closed stores. (576) (239) 

Unfunded liability for pension costs. — (192) 

Other, net (ranging from approximately $1,000 to $170,000). 415 (77) 

Net deferred provision. 141 36 


$7,100 8,250 


Total tax expense for the years ended December 28, 1974 and December 29, 1973 amounted to $950,000 (5.7%) 
and $1,045,000 (5.4%), respectively, less than the amount computed by applying the U. S. Federal income tax rate of 
48% to earnings before Federal income taxes. Of such amounts above, $710,000 (4.2%) and $836,000 (4.3%), 
respectively, related to investment credit. 

State and local income taxes amounting to approximately $935,000 and $1,060,000 for 1974 and 1973, respective¬ 
ly, are included in operating and administrative expenses in the accompanying statements of consolidated earnings. 

The Internal Revenue Service has examined the Company’s Federal income tax returns through 1973. A proposed 
timing difference adjustment for the year 1973 is being contested. Since the Company provides for the tax effect of all 
items currently, the amount of any ultimate settlement will affect only the classification of Federal income taxes be¬ 
tween current and deferred. 


(5) QUALIFIED AND NONQUALIFIED OPTIONS TO PURCHASE COMMON STOCK 

Under the terms of various qualified stock option plans and a nonqualified stock option plan, options are granted to 
certain officers and employees to purchase shares of the Company’s common stock at not less than fair value at date of 
grant. Qualified options are exercisable over a five-year period from date of grant, and nonqualified options are exer¬ 
cisable over a ten-year period. The following is a summary of pertinent information with respect to these stock option 
plans for the years 1974 and 1973: 




















Options outstanding at December 28, 1974: 


Plan 

Year 

Years 

Granted 

Years 

Exercisable 

Shares 

Under 

Option 

1961 

1970-1971 

1970-1976 

5,225 

1966 

1970-1974 

1970-1979 

26,775 

1969 

1970-1974 

1970-1979 

81,300 

1973* 

1973 

1973-1983 

34,500 

1973 

1974 

1974-1979 

15,000 

162,800 


*Nonqualified 


Options outstanding at December 29, 1973: 


Plan 

Year 

Years 

Granted 

Years 

Exercisable 

Shares 

Under 

Option 

1961 

1970-1971 

1970-1976 

5,625 

1966 

1968-1973 

1968-1978 

14,925 

1969 

1970-1973 

1970-1978 

83,200 

1973* 

1973 

1973-1983 

35,000 

1973 

— 

— 

— 


138,750 


^Nonqualified 


Option Price and Market Value 
at Date Granted 

Shares 

Shares 
Available 
for Future 

Per Share 

Total 

Exercisable 

Grants 

$16.50/21.33 

$ 104,325 

4,475 

— 

15.83/23.00 

544,399 

13,895 

— 

14.00/30.25 

1,709,394 

43,230 

3,000 

16.63 

573,735 

13,500 

15,000 

19.75 

296,250 

— 

35,000 


$3,228,103 

75,100 

53,000 

Option Price and Market Value 


Shares 

Available 

at Date Granted 

Shares 

for Future 

Per Share 

Total 

Exercisable 

Grants 

$16.50/21.33 

$ 110,925 

3,750 

— 

15.83/23.00 

301,800 

9,360 

11,850 

14.00/30.25 

1,735,325 

37,090 

1,400 

16.63 

582,050 

7,000 

15,000 

— 

— 

— 

50.000 


$2,730,100 

57,200 

78,250 


In accordance with the requirements of the qualified stock option plans and the Internal Revenue Code, options totaling 
44,000 shares at December 31, 1974 granted to certain optionees do not become exercisable until options granted to them 
at a higher price have been fully exercised or expire. 


Options becoming exercisable: 


Fiscal 

Number 

Option Price and Market Value 
at Date Granted 

Market Price at 
Date Exercisable 


Year 

of Shares 

Per Share 

Total 

Per Share 

Total 

1974 

26,350 

$14.00/30.25 

$515,480 

$14.63/22.88 

$514,348 

1973 

37,200 

14.00/30.25 

669,168 

15.31/20.56 

688,980 


Options exercised: 

Fiscal Number 

Option Price 


Market Price at 
Date Exercised 


Year 

of Shares 

Per Share 

Total 

Per Share 

Total 

1974 

1,200 

$16.50/16.63 

$ 19,865 

$20.31/20.63 

$ 24,596 

1973 

4,925 

16.50/19.33 

87,630 

20.32/20.56 

100,080 










































































(6) RETIREMENT PLAN FOR EMPLOYEES 


The Company has a trusteed, noncontributory pension plan covering all of its employees and a supplemental nonqualified 
and nontrusteed plan for certain executives. Total pension costs charged against operations amounted to $1,800,000 in 
1974 and $1,450,000 in 1973, of which $1,750,000 and $1,000,000, respectively, were funded. The Company’s funding 
policy has been to make contributions periodically to maintain the fund in sound condition. Accordingly, accruals from 
prior years which have not been funded are included with other long-term liabilities in the accompanying consolidated 
balance sheets. As of the latest valuation date, the actuarially computed value of vested benefits exceeded the market value 
of the pension funds assets and the accrual for pension costs by approximately $4,400,000. At December 28, 1974, the 
unfunded past service cost amounted to approximately $11,200,000. 

Based on a preliminary report from its consulting actuaries, the Company has determined that revisions to be made 
effective in January 1975 to its retirement plan in accordance with the Employee Retirement Security Act of 1974 will 
not materially affect the amounts of pension expense, periodic funding of pension costs, nor unfunded vested benefits. 


(7) COMMITMENTS 


The Company has various leases in effect (391 in number) at December 28, 1974, on store properties, parking lots, manu¬ 
facturing plants, warehouses and office buildings. The leases will expire principally during the next twenty years; in the 
normal course of business, however, it is expected that most will be renewed or replaced by leases on other properties. 

For purposes of the following disclosure, the Company has classified its lease arrangements as either “finance” leases 
or “operating” leases. A “finance” lease has been defined as one in which the lease term covers at least 75% of the useful 
life of the property or the lease has terms which assure the lessor full recovery of his investment in addition to a reason¬ 
able return on such investment. 

Rent expense on all leases, both cancellable and noncancellable, for the years ended December 28, 1974 and De¬ 
cember 29, 1973 was as follows: 



1974 



1973 


Finance 

Leases 

Operating 

Leases 

Total 

Finance 

Leases 

Operating 

Leases 

Total 


Minimum rentals, 
net of minor 
sublease rentals. . . . 

. . $4,415 

8,817 

(amounts in thousands) 

13,232 $4,390 

8,440 

12,830 

Contingent rentals . . . . 

. . 158 

810 

968 

93 

377 

470 

Total rent expense . . 

. . $4,573 

9,627 

14,200 

$4,483 

8,817 

13,300 


Contingent rentals are determined on the basis of sales in certain leased stores. 


Minimum rentals under all noncancellable leases on real property at December 28, 1974 and December 29, 1973, net 
of aggregate sublease income of $183,000 and $110,000, respectively, are as follows: 


1974 1973 


Years 

Finance 

Leases 

Operating 

Leases 

Total 

Years 

Finance 

Leases 

Operating 

Leases 

Total 




(amounts in thousands) 




1975 

$ 4,700 

7,400 

12,100 

1974 

$ 4,900 

7,700 

12,600 

1976 

4,700 

6,800 

11,500 

1975 

4,600 

7,100 

11,700 

1977 

4,600 

6,400 

11,000 

1976 

4,400 

6,400 

10,800 

1978 

4,600 

5,800 

10,400 

1977 

4,300 

5,700 

10,000 

1979 

4,500 

5,300 

9,800 

1978 

4,300 

5,100 

9,400 

1980-1984 

22,100 

18,000 

40,100 

1979-1983 

19,700 

16,800 

36,500 

1985-1989 

18,100 

3,600 

21,700 

1984-1988 

16,700 

4,000 

20,700 

1990-1994 

9,700 

200 

9,900 

1989-1993 

10,000 

200 

10,200 

1995-2009 

600 

300 

900 

1994-2009 

800 

300 

1,100 


$73,600 

53.800 

127.400 


$69,700 

53,300 

123,000 


























































Certain of the leases included above provide that the Company will pay real estate taxes, maintain insurance, and 
certain other operating expenses applicable to the properties. On some leases, certain of these costs are included in the 
basic contractual rental payments. Since it is not practicable to obtain an estimate of such costs, due to the varying terms 
of each lease, the basic contractual rental payment for each lease was used in presenting minimum rentals. 

The present values of the aggregate minimum lease commitments, net of minor sublease rentals, relating to the 
“finance” leases on real properties at December 28, 1974 and December 29, 1973 were $39,800,000 and $38,000,000, 
respectively, based upon interest rates ranging from 6% to 11%. The weighted average interest rates were 8 2% for 
1974 and 8.1% for 1973. 


If all of the above “finance” leases were capitalized, the lease rights amortized on a straight-line basis, and interest 
expense accrued on the basis of the outstanding lease liability, the impact on net earnings would be a reduction of 
$391,000 in 1974 and $278,000 in 1973. Included in this computation for 1974 was amortization of $2,157,000 and 
interest expense of $3,059,000; for 1973, amortization was $2,250,000 and interest expense was $2,710,000. 

Included in other income (net) is a provision for the present value of closed store lease expenses, net of sublease 
income, of $1,200,000 and $500,000 for 1974 and 1973, respectively. This provision and other expenses related to the 
closing of the Midwest Division are the primary reasons for the reduction in other income (net) in 1974. 


Peat Marwick Mitchell 8c Co 

CERTIFIED PUBLIC ACCOUNTANTS 
2100 PEACHTREE CENTER SOUTH 
ATLANTA GEORGIA 30303 

The Stockholders and the Board of Directors 
Colonial Stores Incorporated: 

We have examined the consolidated balance sheets of Colonial Stores Incorporated 
and subsidiaries as of December 28, 1974 and December 29, 1973, and the related con¬ 
solidated statements of earnings, stockholders’ equity and changes in financial position 
for the two years then ended. Our examination was made in accordance with generally 
accepted auditing standards, and accordingly included such tests of the accounting records 
and such other auditing procedures as we considered necessary in the circumstances. 

In our opinion, the aforementioned consolidated financial statements present fairly 
the financial position of Colonial Stores Incorporated and subsidiaries at December 28, 
1974 and December 29, 1973, and the results of their operations and the changes in their 
financial position for the two years then ended, in conformity with generally accepted 
accounting principles applied on a consistent basis, except for the change, with which we 
concur, in the method of valuing inventories as described in note 1 to the consolidated 
financial statements. 


January 17, 1975 










Consolidated Summary of Earnings 

Fiscal Year (52 Weeks) Ended 


December 28, 

December 29, 

December 30, 

January 1, 

January 2, 

1974 

1973 

1972 

1972 

1971 




(amounts in thousands) 



Sales and operating revenues. 

$934,172 

827,214 

722,184 

696,296 

661,157 

Cost of sales. 

739,919 

647,684 

564,248 

542,295 

517,907 

Operating and administrative expenses . . 

177,070 

160,984 

142,615 

136,181 

128,445 


916,989 

808,668 

706.863 

678,476 

646,352 

Operating profit. 

17,183 

18,546 

15,321 

17,820 

14,805 

Other income (net)—interest, and 

sundry items. 

1,581 

2.398 

2,240 

1,152 

1,540 

18,764 

20,944 

17,561 

18,972 

16,345 

Interest on long-term debt. 

1,992 

1,580 

1.465 

703 

419 

Earnings before Federal income taxes 
and extraordinary item. 

16,772 

19,364 

16,096 

18,269 

15,926 

Federal income taxes. 

7,100 

8.250 

7,025 

8,200 

7,500 

Earnings before extraordinary item . 

9,672 

11,114 

9.071 

10,069 

8.426 

Extraordinary item: 

Gain on sale of Galaxy Drug 

Division, net of $120,000 
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income tax. 

— 

— 

— 

— 

Net earnings. 

$ 9,672 

11,114 

9,071 

10,069 

8,707 

Per share of common stock based on 






average number of shares 
outstanding during year: 

Before extraordinary item. . . . 

$2.52 

2.57 

2.09 

2.34 

1.97 

Extraordinary item, net. 

- 

— 

— 

— 

.06 

Net earnings. 

$2.52 

2.57 

2.09 

2.34 

2.03 

Average number of common shares 

outstanding during year (thousands) . . 

3,824 

4.309 

4.322 

4.284 

4.252 

Dividends paid per common share . . . 

$1.14 

1.04 

1.00 

.97 

.97 


MANAGEMENT’S DISCUSSION AND ANALYSIS OF THE CONSOLIDATED SUMMARY OF EARNINGS 

The increase in net sales in 1974 over 1973 resulted primarily from increased business in existing and newly developed 
stores and from rapidly rising prices. The withdrawal from the Ohio and Kentucky markets in the third quarter of 1974 
substantially reduced the sales increase which would otherwise have been realized. 

The withdrawal from the Midwest market was accomplished in a series of stages involving the sale, sublease, 
transfer, or other assignment of all assets previously a part of the Midwest Division. It is the primary cause for the re¬ 
duction in other income (expense) for the year in which all expenses of the withdrawal were recognized. It is believed this 
divestiture will have no material negative effect on the company’s ongoing operations other than the initial impact on sales 
volume. 

The increase in cost of sales and the decrease in net earnings for 1974 as a percent of sales when compared to 1973 
was due principally to the change to the last-in, first-out (LIFO) method of costing of substantially all inventories from 
the first-in, first-out (FIFO) method. For additional information regarding LIFO, see Note 1 of Notes to Consolidated 
Financial Statements. 

The earnings gain for the fiscal year ended December 29, 1973, as compared with the fiscal year ended December 
30, 1972, is attributed to substantially increased sales volume plus an intensive cost control program that enabled sharp 
increases in wages and other costs to be absorbed. 




























































































BUSINESS 


The Company is engaged primarily in the operation of a chain of self-service, cash-and-carry retail food stores 
(“supermarkets”), in seven southeastern states, offering a full line of packaged grocery products, meat, poultry, fish, 
fruits and vegetables, bakery and dairy products, and other items of the type customarily sold in supermarkets, such 
as health and beauty aids and household items. 

The business in which the Company is engaged is highly competitive and is generally characterized by narrow 
profit margins, with earnings depending primarily on rapid turnover of inventories and high sales volume. The Com¬ 
pany competes in the sale of merchandise, as well as for locations for stores, with a number of national and regional 
chains, some of which have substantially greater resources than the Company, and with independent local outlets in all 
areas of its operations. Based upon available published sales figures for 1973, the Company believes it is the seventeenth 
largest supermarket chain in the United States. 

The Company purchases merchandise for resale from thousands of suppliers. These suppliers range in size from 
very small, locally owned firms to national firms considered leaders in their industry. The Company estimates purchases 
of merchandise for resale during 1974 from any one supplier did not exceed five per cent (5%) of its total purchases 
during the year. 

The Company places strong emphasis on the sale of nationally advertised brands of products, but also carries an 
extensive line of various types of private-label products, most of which are manufactured or processed by others. Prod¬ 
ucts manufactured or packaged by the Company include bakery items, dairy products, jams, jellies, mayonnaise, coffee, 
tea, and other similar items. Printing of store signs, stationery and forms, as well as the manufacturing of store fixtures 
and equipment, are additional activities of the Company. Substantially all of the products manufactured or packaged by 
the Company are sold through its supermarkets and during 1974 accounted for approximately 8% of the cost of products 
sold by the supermarkets. 


Consolidated 


Statements of Earnings 

(Unaudited) 


Sales and operating revenues. 

Cost of sales and operating expenses. 

Operating profit. 

Other income (expense), net—interest and sundry items 
Earnings before Federal income taxes .... 

Federal income taxes. 

Net earnings. 

Per share of common stock. 


_ H Weeks Ended 

December 28, 1974 December 2 9, 19 73 


(amounts in thousands) 


$217,652 

206.047 

211,676 

198,869 

5.976 

7,178 

(419) 

28 

5,557 

7,206 

2,180 

3,150 

$ 3,377 

4,056 

$.88 

.95 


NOTE: During the fourth quarter of 1974, the Company changed its method of determining the cost of its warehouse 
and retail store inventories of grocery, produce and meat products from substantially the first-in, first-out (FIFO) method 
to the last-in, first-out (LIFO) method. This change in method was made because management is of the opinion that 
the LIFO method results in a more effective matching of current costs with current revenues in a period of rapidly rising 
prices. The effect of the change, made for both financial and income tax reporting purposes, in the 12 weeks ended Decem¬ 
ber 28, 1974 (fourth quarter) was to decrease net earnings by $1,005,000 ($.26 per share). The effect of the change in 
previous reporting periods of 1974 was to decrease net earnings by $977,000 ($.26 per share) for the 12 weeks ended 
March 23, 1974 (first quarter); $1,001,000 ($.26 per share) for the 12 weeks ended June 15, 1974 (second quarter); 
and $1,362,000 ($.36 per share) for the 16 weeks ended October 5, 1974 (third quarter). 


Due to the nature of this change, it is not possible to determine the cumulative effect on retained earnings at the 
beginning of the year. Accordingly, pro forma results of operations for the prior periods, had this principle been fol¬ 
lowed, have not been presented. 
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COMMON STOCK 

The following table shows the high and low sales prices of the Company’s common stock on the New York Stock 
Exchange (the principal market in which it is traded) and the dividends paid per share for each quarterly period dur¬ 
ing 1973 and 1974. 


Year 


High 

Low 

Dividends 
Paid Per Share 

1973 

First quarter 

22% 

17% 

$ .26 


Second quarter 

19% 

16% 

.26 


Third quarter 

18% 

14% 

.26 


Fourth quarter 

18% 

16% 

.26 

1974 

First quarter 

25% 

17% 

$ .275 


Second quarter 

24% 

19% 

.275 


Third quarter 

20% 

14 

.275 


Fourth quarter 

18% 

14% 

.3125 


Transfer Agents 

The Fulton National Bank, 
Atlanta, Georgia 30302 

Bankers Trust Company, 

New York, New York 10017 


Registrars 

The First National Bank of Atlanta, 
Atlanta, Georgia 30302 

Chemical Bank, 

New York, New York 10015 
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Financial Highlights « 


1974 

1973 

Sales and operating revenues 

$934,171,582 

827,213,601 

Net earnings 

$9,672,034 

11,114,415 

Per common share: 


■ 

- 

H Net earnings 

$2.52 

2.57 ^ 

Dividends 

$1.14 

1.04 

Average number of common 


| 

shares outstanding 

3,823,501 

4,308,533 












































































